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PROFESSIONAL NOTES 


Wanted—An Economic Policy 


The three day debate in the House of Commons on 
the economic situation brought forth little beyond 
the facts and figures that had already been set out 
in the Economic Survey for 1947. In particular, 
debate and White Paper failed equally to produce a 
positive Government policy for meeting our serious 
economic problems. In their subsequent debate 
on the same subject, the Lords showed their 
feeling that there was no official policy by a 
resounding vote against the Government. It was 
announced that it is proposed to appoint a Planner- 
in-Chief with a central staff, but, coming at this 
stage, the announcement serves only to underline 
that the planning of the “ planned” economy is 
chiefly conspicuous for its dilatoriness and incom- 
pleteness. The most notable individual contribution 
to the debate came from Sir Andrew Duncan, member 


for the City of London. He urged that we should 


import coal; that the allocation of resources for 
capital maintenance and re-equipment should be at 
least 50 per cent. above pre-war, not 15 per cent., as 
proposed ; that the immediate export drive should 
not be allowed to result in the shipment abroad of 
essential capital goods-needed for our own re-con- 
struction. Such specific issues as these demand to be 
tackled energetically, but such action will be no 
substitute for a comprehensive economic policy, 
the main aim of which must be the restoration of 
incentives in industry. 


Gilt-Edged Prices and Interest Rates 


Mr. Dalton made a brief intervention in the econo- 
mic debate on March 10, to proclaim that despite the 

“ certain agitation ’’ which had recently been going 
on about cheap money, he wished to dispel any 
uncertainties which might have arisen in the City of 
London or elsewhere and to reiterate that he still 
regarded 2} per cent. and not any higher rate as ‘ the 
appropriate long-term rate in present conditions for 


' British Government borrowing.”’ There was a time 


when a statement of this sort would have produced a 
major advance in gilt-edged prices, but on this 
occasion the City has not merely failed to respond, 
but has been content to watch gilt-edged prices fall 


to a point at which 2} per cent., even on a 20-year 


stock, is now imperilled. The measure of the reaction 
can best be summarised in the short table : 

Price, Price, Yield % 
Feb.7 Mar. 27 latest price 


s. d. 

¥ § 13 4 

Stock + rv 213 1 
$$ 29% 2 911% 

‘* To latest redemption 

The oseatiaiiis thing about the fall in gilt-edged 
prices is the almost complete absence of any official 
support. It might have been expected that Mr. 
Dalton would have been prepared to back his bullish 
remarks on gilt-edged by some shrewd intervention, 
but none has been evident. Indeed, the volume of 
dealings which has produced the fall in prices during 
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the last few weeks has by all accounts been quite 
modest, and the market has been expecting for some 


time a fairly sharp technical recovery. Some recovery 


did occur late in the month, but it has not as yet 
developed on any convincing scale. Undoubtedly 
the fuel crisis had made conditions more difficult for 
Mr. Dalton to achieve much further reduction in 
gilt-edged rates of interest, but there is now wide- 
spread scepticism whether 24 per cent. Treasury 
stock at any rate will get back to par in the foresee- 
able future. If “‘ long-term” has any meaning at all, 
it might have been expected that Mr. Dalton would 
have consolidated his cheap money advances on the 
line of 24 per cent. Savings Bonds, which are finally 
redeemable in 20 years’ time. But these bonds went 
ex interest on March 25, and the net price of 99} 
shows that he is barely managing to do so. 


The Companies Bill 


During the later sessions of the Committee stage 
in the House of Lords on the Companies Bill—the 
earlier part of the debate was dealt with in our last 
issue—the Government promised sympathetic con- 
sideration to a proposal that a company should be 
spared the cost of a prospectus or offer for sale, if 
the issue were to a body corporate for retention. 
In the discussion on Clause 63 it was suggested that 
holders of redeemable preference shares should be 
protected in the event of a company failing to meet 
its obligations on the due date, and that a company 
should have the right to convert irredeemable into 
redeemable preference shares. The Government 
promised to look into the matter, and possibly to 
introduce a new clause on the Report stage. An 


amendment to Clause 63 (4), providing that pre- 


liminary expenses might be written off against share 
premiums, was accepted, since it was desirable that 
“this very common and really quite sensible prac- 
tice”’ should not be prevented. The term, in 
Clause 64 (1), “ sums received” by way of premium 
has been extended to cover cases where the real value 
of assets acquired exceeds the par value of the shares 
issued in consideration thereof. 


The Bill, although for the most part following 
closely the Cohen Committee recommendations, 
ignores the Committee’s strong criticism of the 
objects clause and doctrine of ulira vires. There was 
unanimous approval when the Lord Chancellor intro- 
duced a new clause to permit the alteration of the 
memorandum by a special resolution. A provision 
is included for the protection of a minority, to the 
effect that if within 21 days holders of 15 per cent. 
of the issued share capital or debentures secured 
by a floating charge appeal against such a resolution 
the Court will intervene. An important amendment 
provided that any regulation making more onerous 
the First Schedule of the Bill—containing the general 
provisions as to the form and content of the balance 
sheet and profit and loss account—would have to be 
approved by Parliament, leaving power with the 
Board of Trade to make regulations without specific 
Parliamentary consent, if they did not make the 
Schedule more onerous. Some measure of relief to 
the accountancy profession, whose task it will be to 
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see that the formidable First Schedule is complied 
with, was given by amendments to Part 1 of the 
Schedule dealing with the balance sheet. In stating 
asset values, if any asset is not material, it may be 
grouped with others; while the phrase “if not 
available,” relating to information as to the original 
cost, has been altered to “‘ cannot be obtained without 
unreasonable expense and delay.” Section 8 (6) of 
the Schedule requiring a statement of outstanding 
liability for uncompleted capital expenditure was 
criticised, and the Lord Chancellor promised to look 
into a suggestion that the phrase ‘‘ where practicable ”’ 
should be introduced. The Government decided to 
permit public utilities to continue to show their 
assets in the present form, that is, at cost with 
separate provision for renewal, while shipping com- . 
panies may be included among the select few which 
need not disclose their full reserves. A further 
amendment compelling the proper differentiation 
between revenue and capital where shares are 
acquired by another company gives legal force to the 
best existing accounting practice. 


Appointment of Auditors by Government Bodies 


A further attempt to ensure that a Government 
trading body should appoint only duly qualified 
auditors was defeated in Standing Committee last 
month. Mr. A. E. Marples, M.P., A.S.A.A., moved 
an amendment to the Cotton (Centralised Buying) 
Bill providing that any person appointed to audit 
the accounts of the Cotton Commission should be 
“ qualified to act as auditor of a company (as defined 
in the Companies Act, 1929), under that Act or that 
Act as amended by any subsequent enactment.” 
Mr. Marples argued that in the appointment of 
auditors Government trading bodies should set a 
good example for limited companies, more par- 
ticularly since monopolistic powers were conferred 
upon them. Mr. Marquand, the Paymaster General, 
replying for the Government, did not attempt to 
refute the argument; indeed, by implication he 
seemed to admit it, for he was at pains to assure the 
Committee that “ the Board of Trade will certainly 
appoint professional qualified auditors of high 
reputation and good experience for this purpose.” 
He was unwilling to accept an amendment, however, 
even if framed in rather different phraseology from 
that employed by Mr. Marples. The assurance of the | 
Paymaster General does not, of course, carry any 
force in law, and it is regrettable that once again the 
Government has shown itself unwilling to pro- 
vide for the appointment of duly qualified auditors. 
Mr. Marquand quoted the Coal Industry Nationalisa- 
tion Act as a recent enactment with no such pro- 
vision, but, as was pointed out by the Rt. Hon. 
Oliver Lyttelton, “‘this came near to saying that 
because we made mistakes in the past it is useful to ~ 
perpetuate them in the future.”” When the Coal 
Industry Bill was being debated, the professional 
accountancy bodies took the view that if the clause 
in the Bill covering the appointment of auditors was 
not amended to provide that the auditors should be 
duly qualified, subsequent nationalisation and similar 
measures would be based on that bad precedent. 


_ This, indeed, is now happening, and it is all the more 
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unsatisfactory that the attempt to amend the Coal 
Industry Bill in this particular (reported on in 
ACCOUNTANCY for August, 1946, page 241) was 
unsuccessful. 


L.P.T.B. Guarantee 


It is satisfactory that Mr. Dalton has seen fit to 
retreat from the view he previously took about the 
L.P.T.B.._ 3 per cent. Guaranteed Stock, 1967-72. 
Under the Transport Bill this is one of the securities 
which is to be relinquished in return for compensation 
stock, but it differs from the other transport stocks 
in that it carries a Government guarantee against 
default. Mr. Dalton originally took the strictly 
legalistic line that the guarantee was against default 
by the L.P.T.B., and that, therefore, once compen- 
sation stock was handed to the previous owners of 
the stock and default by the L.P.T.B. was out of the 
question, they could no longer expect any guarantee, 
but should be placed on all fours with any other 
compensated holder of transport stock. There were 
protests against this view at the time (see ACCOUNT- 
ANCY for January, 1947, page 1), for if the proposed 
action had been carried through, the impression that 
the British Government had repudiated its guarantee 
would surely have been justified. Mr. Dalton has 
now agreed that holders of the L.P.T.B. stock will 
receive Transport Board stock of a special category, 
which until the dates of redemption of the original 
stock will carry the same guarantee as to principal 
and interest as is carried by the present L.P.T.B. 
stock. There is no doubt that this decision, which 
will cost the Government very little, is the correct 
one ; maintenance of the previous view would have 
left a blot on the Government’s financial record 
which it could ill afford. 


Refresher Course, Cambridge, September, 1947 


The Council of the Society of Incorporated Accoun- 
tants has pleasure in announcing that arrangements, 
by kind permission of the Provost and Fellows, have 
been made to hold a Refresher Course from Septem- 
ber 19 to 24, 1947, at King’s College, Cambridge. On 
this occasion the Course will be to all members 
of the Society, although priority will be given as far 
as practicable to those who have-served with H.M. 
Forces, and who have not already attended one of 
the previous Courses. A detailed p e is now 
being arranged and will be published in the May issue 
of ACCOUNTANCY. The inclusive charge for the Course 
will be £6 6s. per head. The size of the Course is 
strictly limited to 85 members. All those who wish 
to attend are requested to upply to the Secretary of 
the Society before Friday, May 23. It is particularly 
requested that cheques should not be enclosed with 
applications, and no remittance should be made until 
advice is received that a vacancy has been allotted. 


London Students’ Society 


The fifty-sixth annual general of the 


Incorporated Accountants’ London and District 
Students’ Society was held at the Hall of the Chartered 
Insurance Institute on March 20. Immediately prior 
to the meeting a presentation was made to Mr. James 
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C. Fay, on behalf of past and t members, in 
recognition of his long and ed services to the 
London Students’ Society. A report of the proceed- 
ings will be published in our next issue. . 


Census of Production 


The full census of production will now be taken in 
1949 instead of 1948. It was announced that the 
postponement had been made because of the present 
industrial difficulties, and presumably also because 
of the expectation of continuing difficulties. The 
partial census for 1946 is not affected by this decision 
and the Board of Trade asks that manufacturers 
who have not yet completed returns which have been 
sent to them should do so as soon as possible. There 
has been criticism in the House of Commons about the 
complexity and voluminousness of these returns, 
and it seems doubtful whether all has been done that 
could possibly be done in simplifying the documents. 
However, if the information provided by the census 
is to be forthcoming at all—and it is generally 
admitted as indis ble in current conditions— 
there is no alternative to the full co-operation of 
industry in making the necessary returns, if necessary, 
with the professional assistance of practising ac- 
countants. 


The pilot census of distribution will be taken next 
year in respect of 1947 and it is expected that the full 
a a a ee 

Cost-of-Living Index 

The Minister of Labour has accepted the recom- 
mendation in an interim report from the Cost of 
Living Advisory Committee that the present cost- 
of-living index should be terminated, and that as a 
temporary measure, pending the results of further 
study and examination, an interim index of retail 
prices should be substituted at an early date. When 
making this announcement in the House of Commons 
on March 19, Mr. Isaacs was not in a ition to 
answer a further question on wage adjustments. 
There are still many agreements under which re- 
muneration varies in accordance with changes in the 
cost-of-living index. ; 


Building Society Records 

Advances by building societies reached an all-time 
record total last year. According to calculations 
made by the Building Societies Gazette on the basis 
of the returns of 119 of the largest societies, advances 
ted at least £185 million in 1946—nearly 
double the 1945 total of {97 million and well in 
advance of the pre-war record of £140 million, reached 
during the housing boom in 1936. It is evident that 
practically the whole of last year’s business was in 
the financing of purchases of existing house property, 
since private building is strictly limited to the pro- 
portion of one house to every four erected by local 
authorities, Moreover, the increase in advances 
reflects the pronounced rise in the value of property, 
despite a tendency on the part of most societies to 
restrict the increase on peace-time values used as a 

basis for loan valuations. | 
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TAXATION OUTLOOK 


For the first time in many years, a balanced 
Budget has become a possibility. Unofficial esti- 
mates of the outcome in the coming financial year 
suggest that the Budget would be approximately 
balanced if existing taxes were maintained. Ad- 
mittedly, this result is reached by following the 
extremely peculiar methods of accounting employed 
by the Treasury and Chancellor, whereby what are 
called “‘ below-line ”’ items of expenditure, deemed to 
be of a capital or semi-capital nature, are omitted 
from ordinary expenditure, while certain corres- 
ponding incoming items are included in ordinary 
revenue. Yet even correcting for this oddity of 
accounting—which it is to be hoped the Chancellor 
may see fit to eradicate this time—the deficit next 
year, with existing taxes maintained, would be small. 

It would be possible, indeed, for the Chancellor to 
budget for a surplus next year. There is no 
lack of suggestions that this should be his policy. 
We have witnessed in the past few weeks a remarkable 


‘burst of advisory activity on the part of politicians, 


economists and financial journalists, directed towards 
showing the desirability of a substantial Budgetary 
surplus in present conditions. Such advice is usually 
part of an anti-inflationary campaign. 

There can be no gainsaying the dangers of the 
inflationary potential. Indeed, rather paradoxically, 


one criticism to which the advocates of a Budgetary ‘ 


surplus lay themselves open is that they under- 
estimate the extent of that potential. It is far larger 
than the £1,000 million gap between personal incomes 
and current production. For it includes a vast 
mass of securities, accumulated by individuals and 
businesses during and after the war, which they 
might at some future time wish to convert rapidly 
into money—and which, unless security prices were 
to slump catastrophically and the cheap money 
policy were therefore to be ificed, would have to 
be exchanged for new money ¢greated by the banking 
system. It is surely clear that any conceivable 
Budgetary surplus would make only a token inroad 
into the total inflationary potential. Is such a modest 
achievement worth while ? 

The surplus would be obtained, it must be empha- 
sised, only by additional taxation. But the vital need 
of the day is the restoration and introduction of all 


ible incentives to industrial production. The. 
Chancellor, if he is able to reduce the incidence of 
direct taxes, can make a large contribution— 
probably the largest single contribution—towards 
establishing an effective system of incentives. A 
substantial increase in the earned income allowance ; 
a still greater increase in the allowance for married 
women who are working in industry ; a diminution 
of sur-tax, in the lower ranges—preferably again, 
operating through an earned income allowance; a 
re-casting—incorporating a lower average rate and, 
more particularly, a lower marginal rate—of P.A.Y.E. ; 
a straight reduction in the standard rate of income 
tax ; all these are urgently required. They hardly 
appear to be compatible with a Budgetary surplus. 

In effect, talk of a Budgetary surplus does not seem 
realistic. The problem is rather whether substantial 
reductions in direct taxation can be reconciled even 
with a balanced Budget. If the Chancellor is pre- 
pared to be very austere on indirect taxation, the 
reconciliation is statistically possible. A large increase 
in the purchase tax on luxury and semi-luxury goods ; 
the imposition of the tax on other goods at present 
exempt, including perhaps the household appliances 
from which it was removed last year ; higher enter- 
tainments duty ; above all, a substantial rise in the 
tax on beer and tobacco; these are the steps which 
would have to be taken. There is much, apart from 
Budgetary considerations, to commend them, especi- 
ally that they would tend to move resources away 
from the directions in which at the present time the 
country cannot afford to spend more than very 
limited amounts. 

Apart from the major questions of diminished 
direct taxes and increased indirect taxes, there are 
two specific issues of particular interest in these pre- 
Budget days. One is the possibility of a new tax on 
betting. The other is whether the Chancellor will 
seek an enlarged tax yield from outside individual 
earned incomes, either by some form of capital gains 
tax or by an increase in the profits tax. A tax on 
betting seems a likelihood, for its administration 
would be much simpler, and its yield much more 
certain, in these days of totalisators and football pools, 
than with Mr. Churchill’s ill-fated experiment in 1926, 
while the much greater turnover in the betting in- 
dustry must make the tax very much more attractive 
to a Chancellor than it was then. A yield of £40 
million or £50 million per annum may well be possible 
from such atax. As for a capital gains tax, the present 
Stock Exchange recession serves to stress the fact 
that the most auspicious time for its introduction 
appears to have passed, at least so far as concerns 
considerations of yield, in distinction to those of 
politics. However, from the special article which we 
publish on pages 77-78 on this type of tax as 
assessed in the United States, it will be seen that 
such a tax is certainly administratively feasible and 
possesses some attractions compared with income tax. 
An increase in the profits tax is to be deprecated on 
grounds that it would go far to diminish production 
incentives, the restoration of which, it must be 
remembered, is not entirely a question concerning 
workers and managers, but also involves partnerships 
and the proprietors of private and public companies. 
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Etiquette of the Accountancy Profession’—I 
By RICHARD A. WITTY, Incorporated Accountant 


. For the purpose of this address, I propose to deal 
with etiquette generally in relation to what we might 
call the courtesies of the profession, and only to deal 
briefly with the legal aspects of the subject or those 
which involve transgression of the Society’s articles. 
It is unnecessary for me to lecture those t at 
this Course at length on matters which might involve 
appearance before the Society’s Discipli Com- 
mittee. It is, however, essential that we should cover 
the field of professional etiquette as between (a) 
accountant and accountant, (b) accountant and the 
profession as a whole, (c) accountant and the client, 
and (d) accountant and the public. 

The principal points on which we need touch may 
be summarised as follows: (1) Displacement of one 
accountant by another, (2) Advertising, direct and 
indirect, (3) Touting, direct or indirect, and the 


-undercutting of fees, (4) Receipt or payment of com- 


missions, (5) Certificates, (6) Breaches of the Society’s 
articles, (7) Clients’ monies in separate account, 
8) Evidence in Court, (9) Solicitors and accountants, 
10) Basis of fees, (11) Advertisements asking for fees 
to be quoted, (11) New practitioners, (12) Industrial 
accountants, and (13) Ultimate aims of professional 


etiquette. 
Specific Cases 

Let us just think of a few cases where the question 
would arise as to the right line of conduct by the 
accountant concerned. ; 

(a) A business man asks me to undertake his audit 
work for the future ; he makes no complaint against 
his present accountant, but desires to make a change 
without any definite reason. (b) A business man 
asks me to undertake his accountancy work and makes 
a definite complaint that he cannot get satisfaction 
from his present accountant, who seems to be very 
dilatory. (c) A private or public limited company 
desires to change the auditor and passes the necessary 
resolution of appointment at the annual meeting. 
(d) I write letters to the press and take care that my 
professional designation is published. Am I adver- 
tising? (e) I write an article for one of the pro- 
fessional journals and it appears under my own name 
with my qualification. Am I advertising? (f) An 


accountant, either starting in practice or already in 


practice, sends notices to persons with whom he is not 
acquainted and to whom he has no introduction 
whatever. (g) An accountant is asked to give a 
certificate which clearly involves some estimate of 


segue or turnover, knowing that the certificate is to 


Baap to third parties. 

ese are but a few of the cases which arise in 
which the action of the accountant ought to be 
decided by the etiquette of the nga Various 
lectures have been given and books published on this 


subject during the past fifty years, and we therefore 


‘have some guidance as to the proper line of conduct, 


*An address delivered at the Refresher Courses for 
demobilised members of the Society of Incorporated 
Accountants in 1945 and 1946, : 


although the rules may be largely unwritten in official 
documents. . 


Displacement of One Accountant by Another 

The only written rule in relation to displacement 
and supersession (apart from the statutes) takes the 
form of a resolution passed by the Council of the 
Institute of Chartered Accountants in the following 
terms :— 

“Where a change of auditors of a company is 
proposed it shall be the duty of any member of 
the Institute before accepting nomination for 
election to communicate with the existing auditors 
with a view to ascertaining the circumstances in 
which a change of auditors is proposed.” 

An invitation was extended to our Council to 
associate itself with this action and co-operate in 
obtaining from all our members compliance with the 
terms of this resolution. 

The Council of the Society expressed its opinion 
as being in complete accord with the spirit of that 
resolution, but at the same time dissociated itself 
from any appearance of interfering with the statutory 

ight of the appointment of auditors by the members 
of a company. It has, however, become the custom 
between qualified members of the profession to adopt 
this course in all cases of a change in company 
auditorships. We must, however, be frank and 
admit that it does not go much further than a contact 
between the two accountants. Personally, I cannot 
recall a case in which the new auditor refused to 
accept the appointment because of the circumstances 
attaching to the displacement of the old auditor. 
Nevertheless, the courtesy is well worth while and 
does not really affect the right of the company to 
appoint whom it pleases as auditor. It certainly 
helps to create a feeling of comradeship within the 
mage and it is to remember that courtesy 
reciprocity. 


The position in relation to private concerns is quite 
different. The profession must recognise the right of 
a private trader to change his auditor as he wishes, 
even though it be without apparent reason. It must 
be remembered that the private trader, although 
dissatisfied for some reason with his accountant, may 
hesitate to say so in specific words, even when he is 
approaching another accountant. What, then, is the 
attitude of the new accountant in such circumstances ? 
It would be difficult to maintain that professional 
etiquette demands that he should contact the old 
accountant, and yet I would strongly urge all prac- 
titioners to adopt this course. These changes do hap 
in every practice. Sometimes it is a gain to the / ra 
and sometimes a loss. Taken over a period of years 
there may not be any great variation between the 
number of gains and the number of losses, but the 
incoming accountant gains a definite advantage from 
the courtesy, because he will usually find the old 
accountant more ready to give any required informa- 
tion respecting the accounts or the taxation com- ~ 
putations where there has been courteous contact. 
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The position is substantially the same where the 
trader may complain of inattention by the old 
accountant. The successor would naturally not 
repeat what he had heard from his new client unless, 
perhaps, he were asked to make some specific com- 
plaint by the trader, and, even then, he should only 


_ do so if he were completely satisfied that the circum- : 


stances warranted what might almost be conceived 
as a charge of incompetent professional conduct—or, 
in extreme cases, he might consider it to be his duty 
to suggest that the matter was one for action by the 
trader's solicitor. If you happen to be the displaced 
accountant under any cirumstances try to accept the 


position graciously and not grudgingly. 


Advertising 

All the professional bodies debar their members 
from advertising for business, but so great and varied 
are the possible methods of advertising that it is 
doubtful if it can ever be entirely stopped. The mere 
fact of bringing one’s professional qualification to the 
notice of business persons, by any means, may be a 
form of advertising, and this can apply even though 
it involves no action on the part of the accountant 
himself, but merely means that he allows somebody 
else to do the advertising from which he may derive 
an advantage. Nobody is likely to adopt such a crude 
method as advertising in the press for business, 
unless it be the non-qualified man who is hungry for 
a writing-up job for a fee of a guinea or two. But in 
the cases I mentioned in the beginning of this address 
the necessity arises for a closer examination of the 
underlying purpose of the publication. We have all 
seen letters and articles in daily, weekly and local 
papers where the qualifications of the writers are 
paraded, and one may be tempted to write it down 
at once as a form of advertising which comes within 
the prohibition clause. On the other hand, it has to 
be admitted that the disclosure of the qualification 
of a writer may give greatly added value to what is 
written and that is the only purpose for the action. 
Unless, therefore, the case is blatantly and obviously 
one of advertising for the achievement of personal 
ends, we must admit that it does not transgress the 
etiquette of the profession. The second case I quoted 
was that of a writer in one of our professional journals, 
and I quoted that because if it were an offence I should 
have to plead guilty. But let me say by way of 
advance defence that I only write a signed article 
when I am forced to do so by the editor and when he 
insists that the article shall bear the name of its 
author. In’any event, articles of that character can 
hardly be considered as ad in the ordinary 
Sense as they are possibly only read by members of 
one’s own profession. Let us say, therefore, that this 
particular form of publicity does not constitute 
advertising. 

The connection of accountants with trade asso- 
ciations, chambers of trade and other similar institu- 
tions was a fruitful source of complaint for many 
years as constituting a breach of etiquette in regard 
to both advertising and ee The matter came 
to a head comparatively recently when the Institute 
and the Society and the Association all agreed and 
Te eT eee — 


- “The attention of the Council has been drawn 
to certain cases in which members of the Society 
hold secretaryships or other executive positions with 
trade associations and similar bodies which, among 
other advantages, offer their members preliminary 
advice on matters of accountancy and taxation, for 
which no charge is made. 

“‘ In this way an officer of an association may well 
be brought into touch with persons requiring the 
further professional services of an accountant. 
The Council feel that it may not be out of place for 
them to make clear that they would take a serious 
view of the matter should it appear to them that 
any member of the Society had made use of such a 
position for the purpose of securing business which 
would not otherwise have been placed in his han 

It is hoped that this may have some effect, although 
I feel some personal doubt on the matter, partly 
because trade associations and industry generally 
usually resent any interference with what they con- 
sider their own prerogatives by the mupentncy 
profession as a whole. 

Before I leave the subject of advertising I must 
face up to the complaint of many practitioners that 
the banks openly advertise for executorship, taxation 
and other accountancy work, and that the professional 
man is placed at a great disadvantage in not being 
allowed to compete. I admit that it is vexing to 
think that great national institutions should compete 
in this way with professionals who are, of course, 
amongst the bank’s own customers, but it would 
certainly be no remedy for the accountants them- 
selves to start a campaign of press advertising. 
Were such a course embarked upon it would mean 
that the firm with the longest purse might secure 
the bulk of the business, but it would certainly mean 
that the greater part of the money so spent would 
be entirely wasted. It would not increase the total 
amount of business available to the whole profession, 
and it is doubtful if it would influence any of the 
business which might otherwise go to the banks. 


Touting 

Any form of solicitation for business, either direct 
or indirect, comes under the heading of touting. It is 
probably safe to say that some of the worst offences 
under this heading have been eradicated. The old- 
time method of touting, particularly for insolvency 
business, has ceased, and, although complaints may 
be made that present-day methods of securing 
trusteeships still leave something to be desired, it 
must be admitted that the profession has made some 
definite advance in this direction. But touting 
sometimes takes an insidious form. Probably no 
qualified man in practice or out of practice deliberately 
goes to an unknown person and asks for his account- 
ancy business. I have known cases where letters 
have been sent from a practitioner’s office to persons 
unknown to him, but usually there has been some 
sort of explanation, however unsatisfactory. There 
are, however, other methods of touting, — 
social and business organisations, which are equally 
objectionable, although they are very hard to prove. 
Let it suffice, therefore, if we say that the etiquette 
of the profession demands that no member shall 
take any deliberate act which may appear to be 
asking for professional business. 
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Under-cutting of Fees 


Closely allied to the question of touting is that of 
the under-cutting of fees, and here it is more difficult 
to lay down a precise line of conduct. Obviously, if 
an accountant is doing certain work for a fee of, say, 
100 guineas, it would be wrong for another accountant, 
without any knowledge of the work involved, to offer 
to do the same work for 75 guineas. But what is the 
position where a business man thinks that 100 guineas 
is too heavy a charge, but, for some reason, hesitates 
to ask his accountant to reduce the fee? Instead, 
he approaches another accountant, saying frankly 
that he thinks he is being over-charged and asking 
him to take the work at a lower fee. It is clearly 
the duty of the second accountant to find out as 
much as he can about the work required and the time 
involved and then to say whether or not he is willing 
to undertake the work. Should he do so, he ought to 
communicate with the other accountant in the same 
way that has been suggested in regard to displace- 


‘ment. I would not, however, be prepared to go so 


far as to say that it is necessarily a breach of etiquette 
to accept work at a lower fee than was previously 
paid. 
Receipt or Payment of Commissions + 

I believe there are some accountants who pay 
commissions to persons not members of the pro- 
fession, for work introduced. It is, I think, generally 
recognised that there is nothing wrong in sharing a 
fee with another accountant under some circum- 
stances. Why, then, is it considered a breach of 
etiquette to deal in the same way with members of 
another profession, or even with unprofessional 
persons? It is difficult to assign a really satisfying 
reason for the discrimination, but, considered as a 
whole, the rule is probably in the interests of our own 
profession, as, if any other rule prevailed, we should 
probably find that we had to pay commission in 
nearly every case. The receipt of commission from 


Capital Gains Taxes 


By Jj. H. 


The United States is also a tax-suffering com- 
munity. Its national income tax rates on cor- 
porations vary from 21 per cent. to 25 per cent. for 
those whose taxable incomes per up to $25,000, 
53 per cent. for those whose taxable incomes are in 
the next $25,000 bracket, and 38 per cent. for those 
whose taxable incomes are $50,000 or more. Its 
national income tax rates on individuals, by com- 
parison, are even greater, particularly in the middle 
and high earnings brackets. Their rates are only 
19 per cent. for those with surtax net incomes up to 
$2,000, but they become progressively greater until 
a maximum rate of 85} per cent. is reached for those 
with surtax net incomes of more than $200,000. In 
addition, corporations and individuals are taxed 


_ again by the State and local authorities. Unlike the 


*Mr. J. H. Landman, A.B., A.M., Ph.D., is associated with 
the New York City office of Messrs. Peat, Marwick, 
Mitchell & Co. He is a member of the Excess Profits 
Tax Committee of the American Bar Association. 
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without the profession is still more difficult to deal 
with. B y, we can only say that no accountant 
ought to take a commission other than from within 
the profession. But I hesitate to leave it at that, 
because I can conceive cases where it might be proper 
for an accountant to be paid for, say an introduction, 
not of accountancy business, but of some trade or 
other benefit to a third party. It is difficult to define 
a border line, but probably most accountants will 
know whether or not their conduct in a particular 
case is such as will redound to the credit of the 


profession. 
Certificates 


I do not propose to deal at length with the legal 
requirements of any certificates given by accountants 
for the purpose of a prospectus, because these pro- 
visions are set down in every bogk on company law 
and are, at present, possibly subject to revision under 
the report of the Cohen Committee. Broadly, it can 
be said that an accountant’s certificate, for any 
purpose whatever, should deal with actual figures 
and facts and abhor anything in the nature of esti- 
mates. Accountants have been called upon to sign 
some more or less extraordinary certificates under 
war-time legislation, but the only safe thing to do was 
to apply the same rule there. Unfortunately, some 
members of the profession who did not adopt this 
rule found themselves charged with very serious 
offences in relation to purchase tax and other war- 
time legislation. The rule, therefore, is rather more 
than mere etiquette. It is, in many cases, a matter of 
law, and in other cases a question of taking no avoid- 
able risk. In the special case referred to in my opening 
remarks, any accountant who gives any certificates 
which includes estimates of profits or turnover is com- 
mitting a breach of etiquette unless his certificate 
makes it perfectly clear that some or all of the figures 
are estimates only. 

(To be concluded) 


in the United States 


LANDMAN 


British fashion, dividends are taxed first as corporate 
and later as individual, income. 

Some types of income are fully or partially exempt 
from taxation, such as State and certain Federal 
bonds, but they are relatively insignificant in amount 
or in occurrence. It is long-term capital gains, in 
contrast with ordinary taxable income, which have 
their great appeal to the already tax-burdened 
American public, because they may generate from 
diverse business negotiations, and particularly because 
they may not be taxed at a rate higher than 25 per 
cent. There is an erroneous belief that all long-term 
capital gains for individuals are subject to a 25 per 
cent. tax rate. Instead, the rate is really a pro- 
gressive one, and its effective maximum rate is 25 
per cent. That maximum would not be reached in 
the lower income brackets. 

Capital Gains and Losses 

Capital gains and losses arise from the sale or 

exchange of capital assets. Certain transactions do 
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not come within the ordinary meaning of a sale or 
exchange, but are considered so for tax purposes 
because they resemble them. Amounts received 
upon the retirement of bonds are treated as pay- 
ments in exchange for the bonds. Under certain 
conditions, involuntary conversion of business 
property and the cutting of timber may be con- 
sidered as sales. Other situations which are deemed 
by statute to be a sale or exchange, giving rise to 
capital gains or losses, are: a corporation being 
dissolved, securities becoming worthless, and non- 
business debts becoming: valueless. 

Capital assets defy exact definition. The Internal 
Revenue Code explains them in the negative. They 
are not (1) inventory, (2) property held primarily 
for sale to customers in the ordinary course of the 
taxpayer’s business, (3) depreciable and real pro 
used in trade or business, and (4) certain Federal, 
State and municipal obligations payable within one 
year from date of issue. The most common forms of 
capital assets are shares of stock, bonds and land, 
unless they fall under one of the exceptions. Shares 
of stock owned by a dealer in securities, and land 
held by a real estate dealer primarily for sale to 
customers, are not capital assets. However, real 
property held for the production of income, but not 
used in trade or business is a capital asset. 

The tax significance of capital gains and losses 
turns on whether they are long-term or short-term. 
The former are those held for more than six months’ 
duration. The latter are those that are held for a 
shorter period of time. The figures are taken together 
to arrive at net capital gain or net capital loss. In 
the case of a corporation, the net capital loss may 
not be deducted in the year sustained, but is carried 
forward to the succeeding five years to offset in order 
respective net capital gains. If a corporation suffers 
a net capital loss in more than one year, the carry- 
overs are applied in the order in which they occurred. 


Corporations and Individuals 

Corporate net long-term capital gains in excess of 
net short-term capital loss, if : any, are restricted to 
an effective maximum tax rate of only 25 per cent. 
If the corporation had a net short-term capital gain, 
the 25 per cent. tax rate would apply to the net 
long-term capital gain, if any, and the rest would be 
subject to the regular rates. 

Under some conditions, certain ies are 
accorded some of the tax advantages of capital asset 
treatment. Ordinarily, depreciable property and real 
peepee Sane > See See such as a factory 
and the land on which it is situated, are not capital 
assets. Consequently, gains or losses from their sale 
or exchange would be taxable or deductible in full. 
By special provision, however, if such assets are held 
for more than six months, and the recognised gains 
from such assets exceed losses, if any, arising from 
sales or exchanges, the gains and losses are considered 
long-term capital gains and losses. If, on the con- 
trary, the losses exceed the gains, the net loss is 
deductible in full as an ordinary loss. Short-term 
gains and losses on such assets are considered ordinary 
gains and losses, with the gains taxable in full, and 


the losses deductible in full. Similarly, a gain from 
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an involuntary conversion, such as condemnation, 
theft, fire, or destruction, of depreciable or real 
property used in trade or business may be considered 
a long-term capital gain. 

As for individuals, only 50 cent. of the long- 
term capital gains and losses is taken into account, - 
but 100 per cent. of the short-term capital gains and 
losses is considered. The results are taken together 
to compute the net gain or the net loss from the sale or 
exchange of capital assets. Net capital gain is in- 
cluded with the individual’s other taxable income. 
Net capital loss so computed may be used to diminish 
one’s other taxable income by a maximum of $1,000 
in the current year. The balance of the net capital 
loss may be carried forward to offset capital gains 
and $1,000 of ordinary income in each of the next 
five years. However, the maximum tax rate on long- 
term gains may not exceed 50 per cent. of the 50 
per cent. taken into account, or an effective rate of 
25 cent. on the entire gain. 

Just as in the case of corporations, business 
property, though not a capital asset by definition, is 
accorded special advantageous tax treatment. If 
such property, held for more than six months, and 
sold, exchanged, or involuntarily converted, yields 
net gains in excess of losses, they are treated as long- 
term capital gains and losses. Should losses exceed 
gains, the excess is deductible as an ordinary full loss. 

For Federal tax purposes, the taxable entities are 
corporations and individuals. The other business 
vehicles such as partnerships, business trusts, syndi- 
cates, and pools are tax-wise consi either as 
corporations or as individuals. 


Effects of Favourable Tax Rates 

The maximum 25 per cent. bargain tax rates of 
capital gains in contrast with ordinary income 
naturally have great appeal to the tax-burdened 
American public. Taxpayers, aided by their advisers, 
exercise considerable ingenuity with varying degrees 
of success in trying to transform ordinary income into 
capital gains and thus escape the higher rates. 
Intricate corporate recapitalisations are designed to 
produce capital gains instead of taxable dividends 
upon the withdrawal of corporate profits. High- 
earning individuals frequently resort to incorporation 
to convert ordinary compensation into capital gain. 
Similarly constituted individuals have effected em- 
ployee compensation arrangements in terms of options 
toa buy stock in the employer-corporation with the 
hope that the profits from the purchase and sale of 
the stock would be treated as capital gains. Some 
contend that the cheap tax rates on capital gains 
stimulate stock market booms and busts. : 

There are several schools of thought on the problem 
of the special capital gain and loss tax rates. Some 
would abolish the favourable tax rates accorded 
capital gains, allow full deductions for losses, and 
average gain and loss over a period of years. It has 
also been proposed to accrue the increases and 
decreases in value of capital assets, and tax the gains 
prior to realisation. Some would continue the present 
capital asset taxing method with a longer holding 
period and higher rates. Others, contrariwise, urge 
a shorter holding period and lower rates or no tax. 
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The Accounts of a Government Enterprise 
By J. D. R. JONES, Incorporated Accountant 


There has been published recently (H.M. Stationery 
Office, price 1d.) the first’ accounts of the Fund 
established under Section 2 (1) of the Building 
Materials and Housing Act, 1945. That Act 
authorised the Minister of Works (a) to undertake 
the purchase, production and distribution of building 
materials and components, that is, a merchanting 
business, and (b) to carry out for local authorities 
housing works undertaken by them, that is, a con- 
tracting business. This early example of the accounts 
of a State enterprise merits careful attention, es- 
pecially since it may possibly be regarded as a prece- 
dent for other enterprises of a like kind. 


Finances of the Fund 

Working capital is provided by advances from the 
Consolidated Fund, bearing interest at 2 per cent. 
per annum. The maximum advances outstanding at 
any time are not to exceed £100 million, and advances 
cease after September 30, 1950. Advances made to 
March 31, 1946, the date to which the account is 
made up, totalled £33 million. The Fund is intended 
to be self-supporting, making neither profit nor loss, 
but Section 3 of the Act provides for reimbursement 
of specified. losses from the Votes of the Health 
Departments. For example, the difference between 
the actual cost to the Fund of Swedish timber houses 
and the prices to be charged to local authorities (the 
cost of constructing similar sized houses by tra- 
ditional methods) will be so met. Charges to local 
authorities for preparing housing sites will depend 
on the labour employed, and will include an addition 
for administrative expenses. 

The statement of accounts as published consists of 
the statutory account of receipts and payments, a 
trading and profit and loss account and a balance 
sheet prepared by Treasury direction under Section 5, 
Exchequer and Civil Department Act, 1921. The 
report of the Comptroller and Auditor-General, dated 
January 3, 1947, accompanies the accounts. 

The statutory account of receipts and payments of 
the Fund is a summarised cash account. Both this 
account and the trading and profit and loss account 
are described as “‘ for the period ended Mar¢ch 31, 
1946.” It is not clear whether the accounts record 
the transactions for a full or part year. References 
in the eae aoe report suggest that the 
period is a year. ordinary accounting practice it 
is usual to indicate the precise period to which the 
accounts relate and, if the period be less than one 
year, to state the opening and closing dates; there 


seems to be no good reason why this practice was not 


followed in the present instance. 


Trading and Profit and Loss Account 


The trading account shows that the activities of 
the Fund have consisted mainly of contract work. 
Reference to the Auditor-General’s Report is necessary 
to follow particular items, and to account for the 
adverse balance of £520,869. 

The first item on the debit side is described as 


“‘ Purchases, etc.”, and is reduced by stock in hand 
and components in course of manufacture at March 31, 
1946. e Report states that some structures and 
fittings delivered to sites were in process of incor- 
porates at March 31, 1946, but as the liability of 
ocal authorities depends on the cost of completed 
houses, purchases of structures and fittings, with 
minor exceptions, have been treated as stock in hand 
or components in course of manufacture. A more 
usual treatment would be to describe these com- 
ponents as “ work in progress.” There follow in 
sequence contract work (presumably sub-contracting), 
wages (direct labour), storage and distribution, trans- 
portation, and provision for insurance. The Report 
points out that at March 31, 1946, no contracts had 
been brought to the point of final assessment of the 
liability of the local authorities concerned, and that 
this liability is subject to adjustment under Section 3 of 
the Act, and to allocation of storage, distribution and 
administrative expenses. On the credit side are shown 
sales, and contract work less closing work in 

The profit and loss account shows the debit balance 
on trading account, administrative expenses and 
interest on advances. Administrative expenses are 
divided jnto salaries and wages ; travelling expenses, 
subsistence allowances, etc..; accommodation, super- 
annuation, etc. Salaries and wages account for 87 
per cent. of the total of £114,841. The net adverse 
balance carried to the balance sheet is £644,285. 

Doubtless this loss is attributable to the incomplete 
state of contracts at March 31, 1946. The same 
consideration may 7 have dictated ye form of the 
trading account. e segregation of merchanti 
and contracting activities, with direct and Svea 
expenses suitably apportioned, would bring the 
accounts more into line with commercial practice. 
Expenses, so far as practicable, might be broken down 
under more headings, suitably grouped and arranged. 
For instance, it is not clear whether “ transportation ” 
comprises freight charges on Swedish houses only or 


‘whether it includes delivery charges. Similarly, 


storage and distribution might be split. The descrip- 
tion “ provision for insurance” is unusual in a 
trading and profit and loss account ; it is not asparest 

part- 


. whether it is an agreed sum, an estimate or a 


mental charge. This item also might be “ broken 

down ”’ and classified. The detail given for adminis- 

trative expenses is sparse, and it is not clear what 

expenses are being charged to the Fund. - 
Balance Sheet 


The balance sheet items are shown without attempt 
at classification. On the right-hand side are given 
stock on hand, work in , sundry debtors, 
— and loss account, cash, in that order, and on the 

-hand side advances plus accrued interest, sundry 
creditors and insurance account. Footnotes refer to 
adjustments to be made to sundry debtors and sundry 
creditors, and to contingent liabilities under pro- 
duction agreements. . 


A balance sheet of a trading organisation, publicly 
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owned or not, should, it is felt, conform to best 
modern practice. Although the items in the Fund 
balance sheet are not numerous, a more informative 
document would be provided if assets and liabilities 
were grouped, and arranged in logical order. More- 
over, the basis on which stock and work-in-progress 
are valued might be indicated on the face of the 


aes Insurance 


General Business 

The profits of the various general funds, i.e. fire, 
accident, employers’ liability, etc., are assessable under 
Case I of Schedule D, but where ordinary life assurance 
business is carried on, it forms a separate business (R.15, 
Sch. D, Cases I and II) ; and if industrial life business is 
also carried on, that also is a separate business (S. 16 (3), 
Finance Act, 1923), as is capital redemption business 
(S. 27 (1), Finance Act, 1938). 

The general funds are assessed as one business, and 
the only points of difficulty are: (1) the question of 
reserves for anticipated claims, and (2) the allocation 
between general and life, etc., businesses of any expenses 
charged in the profit and loss account as distinct from 
the revenue accounts of the respective funds. 

It can be taken as settled practice that a reserve can 
be carried forward in respect of estimated losses on 
unexpired risks. This is only reasonable, since, for 
example, a fire premium paid to the company on July 1, 
1946, for the year to June 30, 1947, has obviously not 
been wholly earned in the year to December 31, 1946. 
The amount depends on the facts of each case (General 
Accident, Five & Life Assurance Corporation v. McGowan 
(1908) A.C. 207; Clark v. Sun Insurance Office (1912) 
A.C. 443) ; there is no rule of law as to the admissibility 
of the reserve. The amount of the reserve is therefore 
a matter of agreement on the facts of the case, and is 
commonly 40 per cent. of the premiums in the case of 
fire business. On other classes of insurance another 
basis may be appropriate, e.g. on accident and sickness 
business where weekly premiums are paid and the 
period of insurance is limited to a few weeks, a per- 
centage of the claims for the year may be taken as a 
reasonable basis. It is well to test the method of com- 
putation of the reserve from time to time by an analysis 
or by sampling. 


The allocation of expenses, is really an accounting 


problem following general principles, but in smaller 
offices, where the departmentalisation cannot be carried 
far enough, it may be necessary to split the expenses not 
obviously attributable to one class of business on a 
reasonable basis, ¢.g. on premium income. 

Ordinary and Industrial Life Business 

There is an amount of artificiality about the assess- 
ment of the life business of insurance companies to 
taxation, with the result that the agreement of liability 
is in many respects a matter of expediency, rather than 
strict law. This may seem a rather sweeping statement, 
but those who have to deal with the taxation of in- 
surance companies will agree ; the peculiar rules applic- 
able to life assurance business can only be worked with 
goodwill on both sides. 

The first problem under the heading of ordinary and 
industrial life business is the treatment of investment 
income. The rules are confusing and only capable of 
being worked by reasonable compromise. In arriving 
at the Case I profits of this class of business, income 
taxed at source can be omitted. Investment income 


not taxed at source may, if the Revenue choose, be 
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balance sheet. A reference to valuation of structures 
and fittings delivered to sites is given, however, in 
the Auditor-General’s Report. 

It is to be hoped that the defects in the present 
accounts will be rectified when the next set is issued, 
and that they will not be repeated in the accounts of 
other State trading organisations. 


Companies 


included in the Case I profits, but if they decide to 
assess it separately, it cannot also be included for Case I 
(Liverpool and London and Globe Insurance Co. v. 
Bennett (1913) A.C. 610). Direct assessment is usual, 
so that all investment income is omitted in the Case I 
computation. 

The profits of life business can only be ascertained by 
actuarial calculation, and the increase or decrease in the 
valuation forms of the Case I computation of 
profits (Cf. Last v. The London Assurance (1885) 10 A.C. 
438). The result of excluding investment income is 
usually a computed loss in ordinary life business, 
though not necessarily in industrial life business, but 
as will be seen, this is not a “ trading ”’ loss. 

If there is a profit, it is assessable under Case I accord- 
ing to the ordinary rules, subject to Section 16, Finance 
Act, 1923 (see below). 

A loss (again subject to the effect of Section 16, 
Finance Act, 1923) may be used to obtain relief under 
Rule 13, Cases [ and II, or under Section 34, Income 
Tax Act, 1918. Under Rule 13, the loss may be set 
against profits in another, business, so that a loss on 
ordinary life business is available against a profit on 
industrial life or general business. For both R. 13 and 
S. 34 p , by S. 13, Finance Act, 1937, and R. 15 (2),’ 
Cases I and II, the loss for set-off or repayment must 
be a loss after crediting investment income. If there- 
fore, the investment income exceeds the loss as com- 
puted for Case I, there will be no claim under R. 13 or 
S. 34; if vice versa, the excess of the loss over the invest- 
ment income will be claimable. 

Since there is rarely an effective Case I profit, life 
businesses are normally subjected to tax on investment 
income only, and Section 33, Income Tax Act, 1918, 
therefore provides that, in such cases, tax shall be 
repaid on management expenses, with the proviso that 
the repayment must not bring the tax suffered below the 
amount that would have been payable had the company 
been notionally assessed under Case I on all its income 
from that class of business. Any relief disallowed under 
the proviso can be carried forward with a six years’ 
time limit (Section 33, Finance Act, 1933). The proviso 
is ambiguous, but the practice is to give effect to its 
evident intention, and the Case I profit for this purpose 
is taken after including investment income. 


Section 16, Finance Act, 1923 

In computing profits under Case I, such part of the 
profits of the life business as belongs to or is allocated to, 
or is reserved for, or expended on behalf of, policy- 
holders or annuitants, must be excluded; and if any 
profits so excluded cease at any time to be so reserved 
and are not allocated to or expended on behalf of policy- 
holders or annuitants, those profits must be treated as 
profits of the year in which they ceased to be so reserved. 

The general result of this exclusion of profits set aside 
for policy-holders is to make the profits or losses of a 
life fund equal to the net amount of expenses not 
allowable for tax purposes (including of course profits 
transferred to profit and loss account for shareholders) 
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less credits not taxable in the fund (e.g. a transfer from 
profit and loss account to make good ‘a change in the 
rate of interest taken into account in the actuarial 
valuation). 


Capital Redemption Business 

Section 27, Finance Act, 1938, requires investment 
income to be included in the profits of capital redemption 
business in order to arrive at a loss for R. 13 or Section 34. 
As Section 33 also applies, the effect is to tax such 
business in the same way as life business. Contracts 
entered into before January 1, 1938, however, still are 
treated as general business to be merged in the general 
funds profits, the profits being ascertained actuarially. 
Section 16 of the 1923 Act does not apply. 


Section 9, Finance (No. 2) Act, 1940 

With the unprecedented increases in the standard 
rate in the recent war, it was decided that on the one 
hand life assurance relief to individuals should be 
limited as if the standard rate were pegged at 7s. in the /, 
and on the other that if a company carrying on life 
assurance in 1940-41, or any later year for which the 
standard rate exceeds 7s. 6d. in the /, has borne tax in 
respect of income from investments held on account of 
life ‘assurance business, the company can reclaim the 
excess of— 

(a) the tax borne in respect of what is in the opinion 
of the C.I.R. the income allocated, spent or 
reserved for policy-holders ; over 

(b) the tax which would have been borne on that 
income if the standard rate had been 7s. 6d. 

- The Commissioners (subject to certain details) regard 
the amount for this purpose as determined by the 
formula: I-E-D, where— 

I=the investment income of the life fund which has 
borne tax at the standard rate, less annual pay- 
ments ; 

E=the management expenses adjusted under Section 


33 of the 1918 Act and Section 16 of the 1923 
Act, upon which tax at the standard rate has been 


D=the notional Case I profits for Section 33 as 
modified by Section 16. 

If D is negative, it is regarded as nil, but can be 
carried forward. If I-E-D is negative, there is no relief. 
Foreign Life Funds . 

Income from securities or other investments of the 
foreign life assurance fund of an insurance company is 
assessable only on the sums remitted to the United 
Kingdom (R. 2, Case IV; R. 3, Case V). Any securities 
issued free from tax in the hands of persons not ordinarily 
resident are exempted if they form part of the foreign 
life fund ; similarly income from such a fund remitted 
to the United Kingdom and invested in such securities 
as part of the fund, escape tax (Section 46, Income Tax 
Act, 1918). Where income of a foreign life fund of a 
company not having its head office here is relieved from 
tax, a corresponding reduction must be made in the 
Management expenses claimed (Section 33, ibid.). 


Miscellaneous 


It is important when computing profits of life businesses _ 


to bear in mind that an adjustment of the revenue 
account may automatically affect the surplus carried 
forward and therefore the actuarial surplus, and so, in 
effect, cancel itself. 

Profits or losses realised on investments are generally 
brought into the profits for tax purposes. Care must be 
taken to adjust any costs of changing investments to 
the extent that they have been included in the manage- 
ment expenses claim. Some offices, however, include 
such profits in the Section 16 adjustment. 

E.P.T. and N.D.C. (Profits Tax) 

Investment income is included in the profits for both 
these taxes. The impact of Section 16 of the 1923 Act 
can have odd results on the capital computations. 
Nothing more need be said here as to the computation 
of profits ; it follows the principles already stated. 


Taxation Notes 


We are indebted to those readers who have let us 
have observations on and suggestions for these columns, 
and to those who have submitted queries. Enquiries 
from readers are answered by post where required ; 


those involving research may have to be referred for an | 


opinion at professional rates with the consent of the 
writer of the query. Those questions which are of 
general interest are made the subject of a note in due 
course, without, of course, disclosing confidential details. 


Losses Carried Forward 

Referring to Section 22 (Finance (No. 2) Act, 1945), 
one reader points out that no mention was made in the 
article in the February, 1947, issue on this section, to 
the date from which Sub-section (2) operates. 

He reports a decision of the Special Commissioners 
in connection with a finance company, where it was held 
that Sub-section (2) must be read independently, and 
that it operates for 1945-46 onwards, and not, as the 
company contended, retrospectively. Our reader regards 
the matter as still open to question. 

We must respectfully agree with the decision and 
disagree with him. Unless expressly stated to the 
contrary, the sections of a Finance Act operate for the 
year of assessment in which it is passed and for the 
future. In Sub-section (1) it is expressly stated that it 
is to be deemed always to have had effect. Sub- 


section (2) deals with a separate thing altogether and 
there is no retrospective provision in it. 


Effect of Retrospective Claims under Section 22 (1), 
Finance (No. 2) Act, 1945, on E.P.T. 

Another reader reports that he has an instance where 
he has reopened past assessments to give effect to pre- 
war losses under Section 22. 

The result has been to enable income tax and N.D.C. 
to be reclaimed. The amounts repayable naturally 
become debts due to the company affecting E.P.T. 
capital computations. 

He re that the Revenue will only allow the 
repayments to be brought into capital ‘as from the date 
of the passing of the Act, December 20, 1945. In his 
view this is wrong ; the repayments should be regarded 
as “ due ” at the end of the year of assessment (income 
tax) or chargeable accounting period (N.D.C.) for which 
they are repayable. We think heisright. Section 22 (1) 
is to be deemed always to have effect and it seems to us 
that this means that for all tax affairs, computations 
should be re-worked as if Section 22 (1) had been in 
force in 1939. Comparison should be made with the 
decision in Solsgirth Investment Co. v. C.1.R. (1943, 
T.R. 229), although it is not quite parallel. 

We are frankly at a loss as to why the authorities try 
to prune down the advantages of an enactment intended 
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o mitigate hardship, by what appears to us to be a 
Straining of the meaning of the words of a section. 
Spread-back of E.P.T. Refunds 

Yet another reader ‘questions our calculations in 
the February issue (Taxation Notes, page 36) of the 
tax payable where a refund is -back under 
Section 44, Finance (No. 2) Act, 1945. He suggests that 
there is nothing in the Act to require any other rates 
than those for 1946-47 to be used. In our view, he is 
wrong; Sub-section (1) requires the tax to be com- 
puted as if the amounts of refund referable to each back 
period had been additions to the profits of that period 
and charged to tax accordingly. 

We regret a drafting error whereby the income tax 
for 1946/47 was calculated at 10s. instead of 9s. after 
“‘ spreading ”’ the refund. 

Investment Trusts 

Still another reader has asked for a few notes on 
investment trusts. First, as regards capital profits. In 
common with every other company, an investment 
trust company can, subject to its Articles of Association, 
distribute capital profits as capital dividends, subject 
to the usual rule that the profits are realised and remain 
* after a revaluation of the assets. The issue of bonus 
shares is, of course, subject to the Capital Issues Com- 
mittee. 

Second, the turnover of investments is, as ever, a 
question of degree. An investment company must be 
able to change its investments in order to fulfil its 
purpose—earning income—but there may come the 
time when the evidence accumulates to show that the 
company has changed its aims to include investment 
dealing as a trade. As it is a question of degree and 
therefore of evidence of the surrounding factors, little 
guidance can be given. 

Claims for management expenses arise under Section 33, 
Income Tax Act, 1918. Repayment can be claimed of 
tax on all management expenses, i.e. revenue expenses, 
not, of course, exceeding the tax paid. The costs of 
changing investments (brokers’ commission, etc.) are 
allowable management expenses. A common method 
of computing the amount where there is not an equation 
of purchases and sales is as follows :— 

(1) Sales of investments --» £20,000, Costs £600 

Purchases ofinvestments ... £25,000, ,, £800 
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If fresh money has been invested, ¢.g. out of accumu- 
lated profits, the claim on costs must be restricted to 
those of the change, thus : 


Cost of selling os _ £600 
20,000 - 
Cost of re-investing, say x 800 640 
25,000 
To be included in management expenses {1,240 
If, however, the purchases ted invested 


money resulting from sales in the previous period, the 
whole costs should be claimed—compare (2) below. 


(2) Sales of investments --- £20,000, Costs £600 
Purchases of investments ... £16,000, ,, 450 


In this case, all the realisations have not been re- 
invested. If the money has been used for some other 
purpose, then the cost of the change is : 


16,000 
x £600 + £450 = £930. 


But if it is simply the fact that the invested balance 
is held for re-investment in the next accounting period, 
the whole of the costs can be claimed. 


Double Taxation Relief—Estate Duty. 

In the Supplement to his “ Death Duties” (10th 
edition), Dymond points out that the law as to the 
locality of assets will often prevent a claim for duty 
arising in one or other of the two countries, but may have 
the reverse effect. As an example, where a domiciled 
American (U.S.A.) leaves bearer shares in an English 
company, the documents being in U.S.A., duty would 
formerly have been levied in the U.S.A. only ; now it is 
leviable in both countries—in England by reason of the 
artificial locality, in U.S.A. by reason of the domicile. 
Article V of the convention will give relief. 

It is to be noted that the convention was ratified on 
July 25, 1946, and applies to deaths on or after that date. 
It also applies where the accountable parties so elect to 
deaths before that date but after December 31, 1944. 
That with Canada came into force on November 6, 1946, 
with similar right of election for deaths since Decem- 
ber 31, 1944. 


*- 


Recent Tax Cases 


By W. B. COWCHER, O.B.E., B.Litt., Barrister-at-Law 


Income-tax—Sur-tax—Transfer of assets abroad—Lease 
of properties, including plant, etc., to U.K. company with 
grant of the rent payable to non-resident trustees—Rent 
settled wpon lessors’ issue for accumulation—Power to 
lessors and lessees to terminate lease—U.K. company 
controlled by lessors—W hether as result of transfer of assets 
alone or in conjunction with associated operations lessors 
power to enjoy income of trust—Whether power to control 
application of income—Power of trustees to lend trust 
fund at direction of lessors—Whether any such loan a 
“* benefit ""—Whether “ wife’ includes a widow—Whether 
power to revoke settlement or to determine a provision 
thereof—Limits of ‘‘ property comprised in settlement”’ 
—Discovery—Income Tax Act, 1918, Section 125—F.A. 
1936, Section 18—F.A. 1938, Sections 28, 38. 

Vestey v. C.I.R. (K.B.D., November 4, 1946, T.R. 405) 
is a sequel to a series of transactions which, however 
** commercially ient ’—to use a term found in 
one of the Commissioners’ cases—had been remarkably 
effective in reducing the burden of taxation. It is an 


attempt by the Revenue to bring to an end an immunity 
which had for long represented an immense loss of 
duty ; and, although much has been irretrievably lost, 
it is clear that the issue is of no small importance, since 
the amount of tax involved in the present litigation is 
said to exceed £3,000,000. 

The brothers Vestey, consisting of the late Lord Vestey 
and Sir Edmund Vestey, were pioneers in cold storage 
and refrigeration, and their company, the Union Cold 
Storage Company, Ltd.—a company incorporated in 
1897 and completely controlled by them—had in 1915 
a world-wide business carried on either directly or by 
subsidiary companies. 

1915 Scheme. On December 14, 1915, the whole 
of the Vestey interests in all parts of the world 
outside the United Kingdom were handed over to an . 
American company in which the brothers had a con- 
trolling interest, and that company was placed “ in full 
undisturbed possession and control for its own individual 
benefit.” It was a curious and ingenious scheme, but, 
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although it removed from Case I of Schedule D all the 
profits from foreign trading except certain payments to 
subsidiaries aggregating £43,500 per annum, plus the 
amount, if any, necessary to enable the English company 
to pay its fixed charges, supply the amount required to 
be carried to its depreciation fund, and pay the divi- 
dends on its preference shares and 10 per cent. on its 
ordinary shares, the American company was not required 
to insure against fire or provide for the depreciation of 
the wasting assets transferred to its control. In actual 
fact, no payment beyond the £43,500 was made by the 
latter company. Ingenious though the scheme was, it 
was not so complete as it might have been, and this was 
revealed in Union Cold Storage v. Jones (1923-4, 129 
L.T. 512, 8 T.C. 725), where the Courts rejected the 
English company’s claims to be allowed deductions in 
computing its Case I liability in respect of fire insurance 
premiums and for wear and tear of the assets transferred 
to the control of the American company. 

1920-1 Scheme. The appeal had come before the Special 
Commissioners in May, 1920, and in 1920-1 there was a 
fresh series of transactions. Inter alia, the agreement 
with the American company was terminated, and the 
properties comprised therein, together with other foreign 
assets of the English company, were sold to the Vestey 
brothers upon special conditions and then leased by 
them, together with other properties in their personal 
ownership, to the English company. The agreement 
was dated December 29, 1921, and the rent payable 
was to be £960,000 per annum. It was not, however, 
to be paid to the brothers because they had decided 
to execute a settlement whereby it would be paid to 
trustees, all resident in Paris. The lease was for 21 years 
terminable by either party at six months’ notice. (It 
must be remembered that the English company at all 
relevant times has been controlled by the Vesteys.) 
There was an abatement clause whereby the rent was 
to be reduced if necessary to enable the English company 
to meet its preference and ordinary dividends as specified 
in the lease. For 1922 the £960,000 was abated to 
£630,000, whilst for 1923 and 1924 the full amount 
was paid. For 1925, 1926, and 1927 no rent was paid 
because of the English company’s financial position. 
All abatements were to be final and irrecoverable. 
Another important feature of the lease was that the 
company had to maintain the whole of the leased assets, 
substituting new for old where necessary. 

In The Union Cold Storage Co., Lid. v. Adamson 
(1930-1, 144 L.T. 140, 146 L.T. 172, 16 T.C. 293), a 
decision by the City of London Commissioners was 
reversed by all three of the Courts, and it was held that, 
in computing the Case I liability of the company, it 
was entitled to deduct the lease rent payable to the 
French trustees. The additional claim to a wear and 
tear allowance under Rule 6 (2) of Cases I and II of 
Schedule D in respect of the plant and machinery 
comprised in the lease, despite the restriction imposed 
by Rule 6 (6), was held over by agreement. This, finally, 
came before the Courts as regards the years of assess- 
ment, 1923-4 onwards, in Union Cold Storage, Lid. v. 
Simpson and Union Cold Storage, Lid. v. Ellerker (55 
T.L.R. 172, (1939) 2 K.B. 440, 22 T.C. 546), and again 
the company was successful, the Revenue accepting the 
decision of the Court of Appeal and contenting itself, 


Section 22 of F.A., 1940, with remedying a defect — 


in Rule.6 (2) revealed by the case. 

The seriousness of the position from the Revenue 
standpoint as regards the lease rent of £960,000 per 
annum will be apparent; but the sur-tax avoidance 
legislation afforded other possibilities, and the latest 
developments arise from it. Section 18 of F.A., 1936, 
was passed to prevent avoidance of income tax by 


transfers to persons resident or domiciled out of the 
U.K., whilst by Section 38 of F.A., 1938, the rules in 
regard to settlements were made more stringent. The 
Revenue acted under both sections. By additional 
assessments for the five years, 1936-7—-1940-1, but for 
the first two years only under Section 18, the Revenue 
attacked the French settlement ; and the average amount 
of the assessments upon the executors of Lord Vestey 
is stated to be £450,000, whilst that upon Sir Edmund 
Vestey is stated to be £500,000. In the event of success 
under Section 18 and failure under Section 38 all 

ts from 1936-7 inclusive would be covered whilst 
in the reverse case, the Revenue would lose the tax for 
the years 1936-7 and 1937-8, and, moreover, liability 
under the latter section would probably prove to be 
much less. In the event of liability under both sections, 
the Revenue choice would, of course, be under the 
earlier section. Needless to say, liability was disputed 
altogether, and, in addition, it was claimed that as the 
Revenue knew the whole story, there had been no “ dis- 
covery,” and additional assessments were invalid. The 
Special Commissioners had found in favour of the 
Revenue upon all three points. 

In the High Court, Macnaghten, J., held that, as the 
Revenue had discovered a point of law, the additional 
assessments were competent. Whilst, however, he 
decided that the appellants were caught by Section 18, 
he found that Section 38 did not apply except to a small 
degree. The Judge’s examination of Section 18 in 
relation to the terms of the settlement and of the argu- 
ments put forward in the case was a piece of careful 
analysis which does not lend itself to brief summary. 
In regard to Section 38, as mentioned above, there was 
power to determine the lease by six months’ notice from 
either party; and, if this were done, although the 
French trust would remain, its income derived from the 
lease would cease, and the properties comprised in the 
latter would revert to the lessors—subject, however, to 
the complicated agreements which had preceded the 
lease. In the circumstances, it was held that the liability 
under Section 38 would be only in respect of the pro- 
perties in the separate ownership of the Vesteys, and 
not in respect of those belonging to the subsidiary com- 
panies, the former constituting only a small fraction of 
the whole. 

The case, by reason of its magnitude, will obviously 
go to the House of Lords. It looks very much as if an 
improved scheme will be needed if there is not to be a 
future liability. As regards the past years for which addi- 
tional assessments have been made, the power to make 
them for six years is a very valuable weapon in cases of 
the kind because no new scheme can be operative prior 
to execution, and, in the event of ultimate Revenue 
success, there can be no escaping of liability for those 


years. 


Trade Mark Fees 


Section 62 of the Income Tax Act, 1945, authorises 
the deduction from profits, for income tax purposes, of 
fees paid or expenses incurred after April 5, 1946, 
in obtaining, for the purposes of a trade, the registration 
of.a design or trade mark. Such items had previously 
been regarded as capital expenditure. It is to be noted 
that the admissibility arises solely from the date of each 
item, and it will be necessary, in relation to an accounting 
period which includes the appointed day, to extract 
figures, which will have the effect of adding back items 

ior to April 6, 1946, and allowing those thereafter. For 
EPT. purposes, such expenditure would still be regarded 
as of a capital nature. 
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The Month in the City 


FINANCE 


Equities and the Crisis 

Without question the most important development in 
the security markets during the past month has been the 
uncertainty about the future course of gilt-edged prices, 
to which we refer in a Professional Note on page 71. 
The withdrawal of one of the props for a high level of 
equity share prices—namely, a continuing reduction in 
interest rates—has produced a marked change of atmo- 
sphere in the equity share market. At the end of February 

shares had regained the level at which they 

stood on Friday, February 7, when Mr. Shinwell an- 
nounced the power cuts. They have since been uneasy, 
and, as measured by the Financial Times industrial 
ordinary shares index, have fallen from 132.0 at the end 
of February to 128.0 on March 27. The growing realisa- 
tion that industrial activity during the present year will 
be severely curtailed by summer fuel rationing—industry 
is a residuary legatee in the summer coal budget and will 
only receive two-thirds of the coal which would be needed 
if it were to run full out—has led to a revision of much 
of the wishful thinking about inflation, at least so far 
as profits are concerned. The recent disclosure that the 
directors of Associated Electrical Industries have set 
aside £275,000 after income tax (equivalent to £500, 000 
before tax) out of the 1946 profit of just over £14 million 
to meet direct and indirect losses from the cutting off of 
power supplies may be significant of what is happening 
in industry generally. These second thoughts on the 
automatic benefit for equities of inflationary monetary 
trends have been reinforced on the approach of the 
Budget by the fear that Mr. Dalton’s oft-repeated 
threats of special taxation on business profits may come 
to fruition this month. During the coming fiscal year, 
Mr. Dalton will gradually lose the benefits of E.P.T., 
and he will be looking about for new sources of revenue 
to replace it. The market feels that the political advan- 
tages in a particular tax on ordinary share earnings alone 
may overweigh the economic objections to such a tax 
which Mr. Dalton, long before he was Chancellor of the 
Exchequer, so accurately described. 


Imperial Tobacco and the C.I.C. 

The Imperial Tobacco Company has in effect challenged 
the whole philosophy which underlies the present working 
of the Capital Issues Committee and the directions which 
it receives from the Treasury. The company has some 
£46 million of short-term liabilities and is anxious to 
bring its issued capital into closer line with the assets 
which are employed in the business. The directors also 
desire to reduce the rate of dividend from the present 
high level on the issued capital to a rate which is more in 
accord with the actual earnings which are obtainable on 
its effective capital employed in the business. There is, 
in other words, an intention on their part to increase the 
ordinary capital on terms which would not imply any 
bonus to existing shareholders. They sought in fact to 
make an issue of ordinary shares at par, compared with the 
prevailing market price of 7%, and to raise a substantial 
sum in new capital to replace a major part of the short- 
term liabilities. The C.I.C. did not accept this line of 
argument, and for the moment the proposals are in 
suspense. In earlier examples of difference of view be- 
tween industrial companies and the C.I.C., the point of 
contention has usually been the extent ‘to which an 
element of bonus should be conceded in the new issue 
terms. In this case, the directors of Imperial Tobacco 
argue that no element of bonus is involved at all. They 
have, however, unmasked one of the political considera- 
tions on which, it is fair to say, the work of the C.I.C, 
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is based—namely, that there is a valuable propaganda 
element in high nominal rates of dividend which the 
Government would be unwilling to relinquish. The 
logical course would be to allow companies to adjust 
their capital quite freely so that dividend rates bear a 
fairly close connection with the effective rate of earnings 
on capital employed in the business. But to grant this 
concession would mean that political talking points 
directed against high dividend rates would have to be 
sacrificed. 
End of Dual Control 
submitted by the Council of the London 
tock Exchange to members for the financial reconstitu- 
m of the Stock Exchange bring to a head the negotia- 
tions which have been proceeding for some years past 
towards unified control. Briefly, the Council has sought 


_ members’ agreement for an arrangement (which has been 


made in principle with the Trustees) whereby the 20,000 
Stock Exchange shares of £36 paid should be converted 
into two cumulative redeemable annuities of {4 per 
annum, and a substantial majority appear to be in 
favour. The scheme provides for the vesting of the 
property and the undertaking in the Stock Exchange 
Council, which would assume the liability for the annual 


. payment of £160,000 required for the annuities. The 


latter will not carry any uncalled liability, nor will they 
have a vote. The scheme also provides for the raising of 
further funds for acquiring additional properties or 
rebuilding the present premises. The Council and 


Trustees have neatly contrived a method by which the 


property of the Stock Exchange can be transferred to 
the Council without writing up its value, and which 
leaves the Council with a reasonable interest charge 
which, during coming years, will doubtless be reduced 
either by conversion of the annuities or by their steady 
repayment from revenue. 


Books Received 


Production Costs and Estimates as applied to 
Many Different Industries. By Andrew Miller, 
J.P., F.C.W.A. Enlarged edition. (Gee & Co. 
(Publishers), Ltd., London. Price 12s. 6d. net.) 

Practical Cost Accounts applicable to Various 
Industries. By Andrew Miller, J.P., F.C.W.A. 
Fourth edition. (Gee & Co. (Publishers), Ltd., 
London. Price 12s. 6d. net.) 

Income Tax Law and Practice. By Cecil A. Newport, 
F.C.R.A. Eighteenth Edition. (Sweet & Maxwell, 
Ltd., London. Price 15s. net.) 

How to Take Minutes. Edited by Ernest Martin, 
F.C.1.S. Fifth edition. (Sir Isaac Pitman & Sons, 
Ltd., London. Price 3s. net.) 

Probate and Estate Duty Practice. By Edgar A. 
Phillips, LL.B. First Supplement to the Fourth 
Edition. (Solicitors’ Law Stationery Society, Ltd., 
London. Price 2s. 6d. net. Book and Supplement, 
37s. 6d. net.) 

The Death Duties. By Robert Dymond. First Supple- 
ment to the Tenth Edition. (Solicitors’ Law Sta- 
tionery Society, Ltd., London. Free to purchasers 
of the 10th edition, the price of which is {2 15s. 
net.) 

A Handbook on the Death Duties. By H. Arnold 
Woolley. Supplement to the Fifth Edition. (Solici- 
tors’ Law Stationery Society, Ltd., London. Price 
2s. 6d. net.) 
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Publications 


Accounts from Incomplete Records. By John G. 
Simpkins, Chartered Accountant. (Gee & Co. 
(Publishers), Ltd., London. Price 12s. 6d. net). 

This slim volume, intended for both practitioner and 
audit clerk, belies its appearance, for the author has 
packed much information within relatively small 
compass. He seeks “ to show how a set of accounts 
can be prepared even from the most discouraging con- 
glomeration of books and papers,” and to throw light 
on perplexing problems incidental to inadequate book- 
keeping. 

Chapter I provides a general introduction to the 
subject and also stresses the need for accountants to 
obtain precise written instructions from the client. 

The reader is then conducted stage by stage through 
the procedure for compiling the final accounts. The 
descriptive matter is supplemented by adequate practical 
illustrations, although the design of the specimen 
balance sheet falls short of best practice. 

Chapter V deals with special points arising on nominal 
accounts precedent to drafting the final accounts, and 
ranges from test checks to matters material to the subse- 
quent income tax computation. A reference to a wife’s 
maximum earned income relief as {80 may doubtless 
be attributable to delay in publication; the author’s 
preface is dated August, 1945. 

Reports and certificates are considered in Chapter VII, 
wherein reference is also made to the practitioner’s 
liability as an accountant as distinct from that as 
auditor. The author’s views may not all command 
general acceptance. 

Another chapter lists seven reasons, apart from 
statutory requirements, why a trader should have 
accounts prepared. If the order be that of relative 
importance, “ For the information of the trader ’’ might 
come first instead of last. 

The book concludes with a succinct summary of 
statutory requirements governing books and accounts. 

Those engaged on income tax back duty cases some- 
times find that compilation of capital accretion state- 
ments is the only practicable means of ascertaining 


= Legal 
COMPANY LAW 


Avoidance of dissolution—Companies Act, 1929, Sections 
294 (1), 296. 

In Re C. W. Dixon, Lid. (1947, 1 All E.R. 279), there 
was a motion before Vaisey, J., asking that the com- 
pany should be revived. In July, 1941, it had gone into 
voluntary liquidation, and in January, 1945, it had been 
finally dissolved under the Companies Act, 1929, Section 
236 (4). There was an arrangement for certain freehold 
and leasehold properties to be divided among the share- 
holders in specie. By inadvertence the division had never 
been carried out, so that the company ceased to exist, 
leaving these properties to go where in the circumstances 
the law indicated they should go. The present application 
to restore the company’s existence was made under 
Section 294 (1), which provides that where a company 
has been dissolved, the Court may within two years, 
on the application of the liquidator or of a person in- 
terested, make an order declaring the dissolution to 
have been void, and thereupon such proceedings may be 
taken as might have been taken if the company had not 
been dissolved. Trouble was contemplated as possibly 
arising due to the terms of Section 296, which provides 


profits, and a description of the technique involved 
would have enhanced the value of Mr. Simpkins’ book, 
which, nevertheless, is commended both to the prac- 
titioner and to the audit clerk.—J.D.R.J. 


Winding Up The E.P.T. By H. A. R. J. Wilson, 
F.S.A.A., F.C.A. (H. Foulks Lynch & Co., Ltd., 
London. Price 5s. net.) 

This booklet has been prepared as a supplement to the 
fourth edition of the author’s “ Excess Profits Tax 
Simplified.’”” The method followed has been to describe 
alterations in E.P.T. statute and case law since 1944 
in the order in which the subjects were treated in the 
original work, and marginal references are made through- 
out to the pages of the fourth edition ; the final section 
deals with winding-up reliefs. Wherever necessary, 
numerical examples have been added. 

One result has been to provide an extremely useful 

of the E.P.T. provisions of the two Finance 

Acts of 1945 and the Finance Act, 1946, and also of the 
more important leading cases, from which no one con- 
cerned could fail to profit. The author points out in the 
preface that “ writing in advance of practice, I have not 
had the opportunity to go into practical cases.” There 
is a curious omission to refer to the “ appointed day ”’ 
for the purpose of calculating exceptional depreciation, 
and his views on the principles of valuation would have 
been of great interest. The reminders to practitioners 
of their duties in relation to deferred repairs, rehabili- 
tation costs, cancellation costs and losses on sale of stock 
will be especially valuable, and throughout, the clear 
incisive style will come as a welcome relief to those who 
are weary of the struggle with official obscurity. 

It is to be hoped that a little later on Mr. Wilson may 
be persuaded to prepate a fifth edition of “ E.P.T. 
Simplified,” embodying the contents of the present 
booklet and his experience of the winding-up provisions. 
It is certain that such a work would be of permanent 
value for reference long after the detailed provisions, 
for which room could not be found, had ceased to be of 
importance.—J.A.J. - 


Notes 


that where a company is dissolved, its property shall, 
subject to any order made under Sections 294 and 295, 
be deemed to be bona vacantia, and shall accordingly be- 
long to the Crown. The Court held that the form of the 
order, following the words of the sub-section, should be 
to declare ‘‘ the dissolution to have been void.’’ Its 
effect was that the dissolution was void ab initio, all 
consequences which followed from it (under the statute 


or otherwisé) being arrested or avoided. The result was — 


that any property which purported to have been vested 
in the Crown under Section 296 never so vested. No 
order for the re-vesting of such property in the company 


was necessary. 


EXECUTORSHIP LAW AND TRUSTS 
Will—Gift dependent on one of two events—Effect given to 
testator’s intention. 

In Re Main deceased (1947, 1 All E.R. 255), the testator, 
by his will made in February, 1904, directed his trustees 
to pay the income of his residuary trust property to his 
wife during her widowhood, and after her remarriage 
or death (subject to a payee A power as to the 
upkeep of the estate as a home) to pay the income 
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towards the maintenance, etc., of such of his children 
as being a son or sons should be under 21 or being a 
daughter or daughters should for the time being be a 
spinster or spinsters, and “ after the death or marriage 
of the last surviving daughter” on trust to pay and 
divide the trust property between all his children living 
at the death of the last such surviving daughter and 
the children then living of any then deceased child of 
the testator who being a son attained 21 years or being 
a daughter attained that age or married, in equal shares 
per stirpes. The testator died in April, 1904, leaving his 
widow, one son, T., and two daughters, D. and L. 
T. duly attained 21 and still survived. D. died a spinster 
in 1927. L. married in 1928. On January 31, 1945, the 
testator’s widow died. When L, the last surviving 
daughter, married on April 19, 1928, the estate was not 
then distributable as the widow was still alive, and on 
her death, L.’s marriage had already taken place. The 
gift, however, to the children was to children “ living 
at the death of such last surviving daughter,’ and as 
L. was still alive, the question arose whether a gift would 
be implied to those children not only if they were living 
at the death, but also at the marriage, of the last surviv- 
ing daughter. Roxburgh, J., held that the express 
mention in relation to the gift of only one of the two 
relevant events was due solely to slovenliness or careless- 
ness, and as it was possible to spell out of the express 
gift a corresponding gift in the other event effectuated by 
implication, effect would be given to the clearly indicated 
though not precisely expressed intention of the testator. 
Therefore, the children living at the time of the marriage 
of the last surviving daughter took under the will. 


INSOLVENCY 
Bankrupicy—Surplus available for distribution. 


In Re a Debtor (No. 707 of 1939) (1947, 1 All E.R. 
417), a trustee in bankruptcy, after paying a dividend 
of 20s. in the pound on all debts except those postponed 
under the Moneylenders Act, 1927, Section 9 (1) (claims 
by moneylenders for interest in excess of 5 per cent. on 
the principal due to them), had a surplus remaining in 
his hands. The question before the Court was whether 
this surplus should be first applied in payment of the 
postponed debts, or, under Section 33 (8) of the Bank- 
ruptcy Act, 1914, in payment of interest from the date 
of the receiving order to the creditors who had received 
20s. in the pound on their proofs. Romer, J., held 
(1) that the claim to excess interest was a debt proved 
in the bankruptcy under Section 33 (7) of the Act, while 
interest payable under Section 33 (8) was not such a 
debt, either within Section 33 (7) or for the purposes of 
the Moneylenders Act, 1927, Section 9 (1). Therefore 
the moneylenders’ claim for postponed interest should 
be satisfied out of the surplus before the claims of 
creditors to statutory interest. He also held (2) with 
regard to statutory interest, all debts were pari passu, 
and statutory interest would be payable in respect of 
all the claims, including those for excess interest. 

It was also proved that during the lifetime of a bank- 
rupt who had died without ebtaining her discharge, her 
trustee in bankruptcy had paid a dividend of 20s. in 
the pound to all the creditors who had proved their 
debts. After the bankrupt’s death, her trustee obtained 
a sum of money from the trustee of her marriage settle- 
ment on the ground that the covenant in the settlement 
to settle after-acquired property was void against him 
under Section 42 (2) of the Bankruptcy Act, 1914. 


There was a surplus available for distribution. The 
marriage settlement trustee submitted a proof pursuant 
to Section 42 (2) and the question was whether, as a 
postponed creditor, he was entitled to be paid a dividend 
out of this surplus before interest was paid on the claims 
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of the other creditors under Section 33 (8) of the Act, 
or whether the statutory interest on the other claims 
should be paid first. The Court held on this point: 
(1) that the claim of the marriage settlement trustee 
against the bankrupt’s estate was not a “ debt ” for the 
purpose of Section 33 (7) of the Act of 1914. Accordingly 
it was not one of the “‘ foregoing debts ”’ for the purpose 
of Section 33 (8) and was not entitled to be paid before 
the statutory interest on the other claims; (2) that 
Section 42 (2) merely conferred the right to receive a 
dividend after all the claims of creditors for valuable 
consideration had been satisfied ; these claims could not 
be “ satisfied” until they had been paid in full with 
statutory interest. ; 


The Emergency Acts and 
Orders 


These summaries of emergency enactments and Orders 
have-been published in ACCOUNTANCY since the beginning 
of the recent war. They are not intended to be exhaustive, 
but only to give the main content of an Act or Order, the 
full text of which should be consulted if details are required. 


ORDERS 


DOUBLE TAXATION RELIEF 
No. 1887 (1946). Relief from Double Excess Profits Tax 
(Travancore) Declaration, 1946. 

Relief is to be given where profits are subject to 
excess profits tax in Travancore and also to E.P.T. or 
N.D.C. in the United Kingdom: 

No. 314 (1947). Double Taxation Relief (Estate Duty 
(South A frica)) Order, 1947. 

No. 315 (1947). Double Taxation Relief (Taxes on Income) 
(South Africa) Order, 1947. 

Effect is given to the agreements with South Africa, 
which we set out in the Schedules. 

(See Accountancy, November, 1946, page 324.) 


FINANCE 

No. 1684 (1946). Currency Restrictions and Travellers 
Exemptions Order, 1946. 

Banknotes and foreign notes to any amount may be 
taken or sent to or from the Channel Islands or Eire. 
A traveller to or from other destinations may take 
banknotes up to {20 and prescribed amounts of certain 
foreign currencies. 

No. 1722 (1946). Order in Council revoking Paragraph 
(2A) of Regulation 3c of the Defence (Finance) 
Regulations, 1939. , 

Treasury permission is no longer required for dealing 
with sums in a banking account of a person who has 
been an enemy under the Trading with the Enemy Act. 
No. 343 (1947). Regulation of Payments (General) Order, 

1947. 

The 1946 Order (No. 1383) is revoked and re-enacted 
with some amendments. 

(See AccounTANcy, February, 1947, page 43.) 


TRADING WITH THE ENEMY 
No. 2141 (1946). Trading with the Enemy (Custodian) 
(No. 2) Order, 1946. 
All rights relating to securities or gold belonging to 
or held for an enemy are vested in the Custodian. 
Nos. 300, 301, 302 (1947). Tvading with the Enemy 
(Germany) Orders, 1947. 
Trading with Germany is permitted within certain 
limits from March 4, 1947, and consequential relaxations 
are made in the eontrols over property and transfers. 
(See Accountancy, February, 1947, page 43.) 
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Society of Incorporated Accountants 


Dinner at Leeds 


The dinner of the ted Accountants’ District 
Society of Yorkshire was held at the Queen’s Hotel, 
Leeds, on February 28. Mr. G. O. W. Pickard, F.S.A.A., 
President of the District Society, presided, and among 
the guests were the Lord Mayor of Leeds (Sir George 
Martin, K.B.E.), Mr. F. Woolley, J.P., F.S.A.A. (Presi- 
dent of the Society of Incorporated Accountants), 
Professor J. H. Richardson, M.A., Ph.D. (Montague 
Burton Professor of Industrial Relations, Leeds Uni- 
versity), Dr. Terry Thomas (Headmaster, Leeds Grammar 
School), Sir Charles Davies, J.P. (Chairman, Yorkshire 
Association of Building Societies), Mr. A. 
(President, West Yorkshire Society, Association of 
Certified and Corporate Accountants), Mr. W. Farrar 
(Chairman, West Yorkshire Branch, Chartered Institute 
of Secretaries), Mr. A. A. Garrett (Secretary, Society of 


Incorporated Accountants), Mr. C. E. Grayson (President, . 


Institute of Cost and Works Accountants, Leeds District 
Branch), Mr. W. H. Kemp (Joint Hon. Secretary, 
Insurance Institute of Yorkshire), Mr. S. Lineham 
(President, Leeds Incorporated Chamber of Commerce), 
Mr. E. V. Maude (Chairman, Yorkshire Branch, Auc- 
tioneers’ and Estate Agents’ Institute), Mr. W. B. 
Merrett (H.M. Principal Inspector of Taxes), Mr. O. A. 
Radley (Town Clerk of Leeds), Mr. Hugh B. Simpson 
(President, Leeds Incorporated Law Society), Mr. J. A. 
Thompson (Chairman, Institute of Bankers), Mr. Victor 
Walton (President, Leeds, Bradford and District Society 
of Chartered Accountants), Mr. R. V. N. Wiggins (Agent, 
Bank of England, Leeds). 

Miss Phyllis Ridgway, B.A., F.S.A.A., President of 
the Incorporated Accountants’ Hull and District 
Society, proposed the civic toast. She recalled that 
Leeds was the first place to instal automatic traffic 
lights, but thought one of the less pleasing features of the 
city was that it housed the Divisional Petroleum Officer, 
a person whom, she was sure, no one ever saw, although 
his petrol-rationing activities were constantly felt. 
(Laughter.) 

The Lord Mayor of Leeds (Sir George Martin), who 
responded, said the city was at present managing, 
despite difficulties, to hold its own. He had every 
confidence that the people of Britain and of Leeds would 
win through to enjoy some of the benefits to which they 
were entitled after their war efforts. He had always 
looked upon the accountancy profession as the friend of 
business men. He trusted the profession would let it 
be known that the business community wished to be 
left to work out its own salvation. 

The toast of the Society of Incorporated Accountants 
and Auditors was proposed by Professor J. H. Richard- 
son, Montague Burtori Professor of Industrial Relations 
at Leeds University, who said Britain to-day was living 
beyond its income. The national budget was unbal- 
anced. The present coal crisis would be as nothing 
compared with the crisis coming in two or three years’ 
time unless we could put our import-export balance 
right internationally. We needed sound finance, and 
the accountancy profession had a great responsibility 
to the community in driving home that truth whenever 
- it had the opportunity. One of the contributions 
accountants could make to raising the standards of 
business efficiency and helping the country to turn the 
corner was to improve costing Many of those 


systems. 
systems in old-fashioned businesses needed licking into 
shape. In addition, more uniform systems of costings 
were required. 


Close relationships were being developed between the 
universities and. the profession. Leeds University was 
taking part, and in his work at the University’s Eco- 
nomics Department, he was glad to assist in the scheme. 
He believed the profession would be enriched in future 
by coming into line with other professions which had 

used universities for training. 

Mr. Fred Woolley, President of the Society of Incor- 
porated Accountants, responding, said he looked forward 
to the development of the profession’s scheme for 
university education. He agreed that costings had not 
had a place in the industrial life of the country in the 
past to the extent required. In man ing busi- 
nesses producing many types and kinds of articles, to 
assess cost per unit presented a task of great complexity, 
involving not only some knowledge of the type of 
industry but also some technical skill and scientific 
application of accountancy knowledge. Therefore, there 
were very great opportunities in paying special regard 
to that side of accountancy. Industry could not afford 
to be without it. He expressed appreciation of the 
Yorkshire Society, which had been active in looking 
after the interests of the younger members of the 
profession. : 

Balancing a budget was perhaps an old-fashioned 
theme, but one we could not afford to dispense with. 
We should have to exercise care in our future financial 
arrangements, particularly in regard to debts abroad 
and the methods we used to wipe out those debts. 

The chairman, Mr. G. O. W. Pickard, proposing the 
toast of ‘‘ The Guests and Kindred Professions,’’ wittily 
likened the guests to the assets of the Yorkshire District 
Society. The Lord Mayor, for instance, represented 
the goodwill which the Society so eagerly accepted from 
the citizens of Leeds. 

Dr. Terry Thomas (Headmaster, Leeds Grammar 
School) and Sir Charles Davies (Leeds Permanent 


Building Society) responded. 


RESULTS OF EXAMINATIONS IN SOUTH AFRICA 


NOVEMBER, 1946 
Passed in Final 
. Order of Merit 
GELFAND, BENNIE, formerly with Alex Thal & Co., African 
Life Buildings, 85, St. George’s Street, Cape Town (First 
. Certificate of Merit and Prize). 
Alphabetical Order 
BERELOw11z, ALEc, formerly with Alex Thal & Co., African 
Life Buildings, 85, St. George’s Street, Cape Town. 
Cor.Letr. Epmunp Coun (M. Richmond & Co.), 603, Payne’s 
Building, West Street, Durban (Practising Accountant). 
FreLp1Inc, WILFRID DENBIGH, with George Mackeurtan, Son 
and Crosoer, Stuttafords Chambers, Field Street, Durban. 
(Four candidates failed to satisfy the Examiners) 


Passed in Intermediate 
Alphabetical Order 
Jones, Horace Pripuam, formerly with Deloitte, Plender, 
Griffiths, Annan & Co., P.O. Box 1152, Johannesburg. 


DISTRICT SOCIETIES AND BRANCHES 
SCOTTISH BRANCH 


Annual Meeting 
The 67th annual general meeting of the Scottish Institute 
of Accountants, the Scottish Branch of the Society, was held 
in Glasgow on March 19. There was a attendance. 
The Chairman, Mr. D. R. Matheson, LL.B., referred to 
the loss sustained by the Branch in the death of Mr. W. J. 
Wood and of Mr. James T. Morrison. 
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The Companies Bill added considerably to the responsi- 
bilities of auditors, and was also going to be of considerable 
interest to directors and accountants of private companies. 
The position of many accountants, whether as auditors or 
as engaged in industries concerned, would be consider- 
ably affected by nationalisation. In order to protect the 
members of the accountancy bodies as far as possible, a 
Joint Parliamentary Committee had been set up. Various 
Scottish Bills had been brought before the notice of the 
Scottish Council, but it had not been considered necessary 
to take any action. 

The motion for approval of the and accounts was 
seconded by Mr. P. G. S. Ritchie, and after some discussion 
was adopted. 

The retiring members of Council and the Honorary Auditors 
were re-elected. For the vacancies on the Council caused by 
the death of Mr. W. J. Wood and the resignation of Mr. 
Alexander Davidson, Mr. Thomas Eric Niven, F.S.A.A., 
Glasgow, and Mr. David R. Bishop, F.S.A.A., City Chamber- 
lain, Aberdeen, were elected. he President, Mr. D. R. 
Matheson, and the Secretary, Mr. James Paterson, were 
re-elected representatives of the Scottish Branch on the 
London Council. 


: ' Council Meeting 

A meeting of the Council of the Scottish Branch was held 
on March 19. : 

The Secretary, Mr. James Paterson, reported on th 
number of candidates likely to present themselves at the 
May Examination ; a very large number of enquiries ; and 
membership matters. 

After the annual meeting, Mr. D. R. Matheson was re- 
elected President. The Vice-Presidents were also re-elected. 


Annual Report 

The Council present the sixty-seventh annual report of 
the Scottish Institute of Accountants, the Scottish Branch 
of the Society. 

At the last annual meeting, Mr. D. R. Matheson, M.A.., 
LL.B., F.S.A.A., Edinburgh, was elected President, and 
Mr. Robert Fraser, F.S.A.A., Glasgow, was elected a Vice- 
President. The Council placed on record their high apprecia- 
tion of Mr. R. T. Dunlop’s services for ten years as President 
of the Branch and as a representative on the London Council. 

The Council report with regret the resignation of Mr. 
Alexander Davidson, J.P., Peterhead, who has been a member 
of Council for many years 

On March 15, 1946, the Scottish Branch was visited by 
Mr. Fred Woolley, J.P., the President, and Mr. A. A. Garrett, 
M.B.E., the Secretary of the Society. A number of distin- 
guished visitors were present. 

Mr. Woolley and Mr. Garrett were also entertained to tea 
by the Right Hon. Lord Provost _Hector McNeill. 

The membership of the Branch shows a small increase. 
A number of the younger members are still with H.M. Forces. 

The Council record with regret the death of Mr. William 
J. Wood, F.S.A.A., Perth, who had been a member of the 
Council of the Scottish Branch since 1912, and of Mr. James T. 
Morrison, F.S.A.A., a member of the Council for twenty-one 


years. 

Mr. Robert Fraser, F.S.A.A., was elected Chairman of the 
Glasgow Students’ Society. Several meetings have been 
held and lectures given with good attendances. 

The year 1946 was distinguished for the number of applica- 
tions from articled clerks and bye-law candidates who have 
returned from serving with H.M. Forces and applied to sit 
examinations of the Society. The number of enquiries dealt 
with by the Secretary was the largest for many years. 

The Scottish Branch continues to be represented in the 
membership of the Glasgow Chamber of Commerce by Mr. 
Robert T. Dunlop, F.S.A.A. and Mr. John A. Gough, F.S.A.A. 

The Council would again commend this fund to the con- 
sideration of the members. Cases brought by the Secretary 
before the Trustees were very generously dealt with. 


R LONDON 

A luncheon will be held by the Incorporated Accountants’ 
London and District Society, on Friday, April 25, at the 
Waldorf Hotel, Aldwych, London, W.C.2. Full details of 
Oe seen will be circulated to members early in 
April. 
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NORTH STAFFORDSHIRE 

In appreciation of the services rendered by Mr. Donald 
H. Bates, F.S.A.A., to the Incorporated Accountants’ District 
Society of North Staffordshire, a presentation was made to 
him on February 28 by the President, Mr. W. C. Coxon, on 
behalf of the members of the District Society. The gifts took 
the form of a clock and an electric fire. 

Mr. J. Paterson Brodie, past-President of the District 
Society and member of the Council of the Society of Incor- 
porated Accountants, recalled that Mr. Bates was the 
second President of -the District Society and from 1936 to 
1946 had been adoyal and conscientious Honorary Secretary. 
The present live condition of the District Society owed much 
to the work of Mr. Bates. 

Mr. Donald H. Bates, in reply, spoke of the great progress 
made by the profession since he commenced practice in 1909. 
He was one of those who founded the District Society in 1912, 
in collaboration with the late Sir James Martin, then Secretary 
of the parent Society. An accountant must have a thorough 
knowledge of his work, tact, courtesy, and the ability to gain 
the complete confidence of his clients and of Government 
Departments, and he-must render the utmost service to his 
clients. 

A vote of thanks was accorded to the President on the 
motion of Mr. W. A. Follows, A.S.A.A. 


SOUTH WALES AND MONMOUTHSHIRE 
Cardiff Students’ Section 


The President of the District Society (Mr. E. Ewart Pearce, 
M.B.E., F.S.A.A.) was the lecturer at a meeting of the Cardiff 
Students’ Society on February 20. An excellent attendance 
enjoyed his interesting and instructive address on “ The 
Duties of a Public Auditor.’’ Mr. D. R. Carston, F.S.A.A., 
was Chairman. A vote of thanks, proposed by Mr. B. R. 
Willis and seconded by Mr. K. H. Fickling, was accorded to 


the lecturer. 
PERSONAL NOTES 


Mr. C. P. Armes, Incorporatéd Accountant, announces 
that he has commenced public practice under the style of 
C. ees & Co., at 50, Carter Lane, Ludgate Hill, London, 
E.C.4. 

Mr. W. A. H. Blinkhorn, Incorporated Accountant, is 
now practising at Throgmorton House, 15, thall Avenue, 
London, E.C., and at 6, Guessens Walk, Welwyn Garden 
City. 

Mr. Malcolm Liggett, Incorporated Accountant, 1, Braze- 
nose Street, Manchester, announces that he has taken over 
the practice of Messrs. Hatton & Co. consequent upon the 
retirement of Mr. S. Hatton. He will practice under the style 
of Liggett, Hatton & Co., at 7, St. James’ Square, Man- 


chester. 
REMOVAL 


Messrs. Spofforth & Prince announce a change of address to 
Cliffords Inn, Fleet Street, London, E.C.4. 


OBITUARY 


FREDERICK ARTHUR WEBBER 


It is with deep regret that we record the death, on 
February 24, of Mr. F. A. Webber, O.B.E., J.P., F.S.A.A., 


Honorary Secretary since 1920 and past President of the- 


West of England District Societf of Incorporated Ac- 
countants. Mr. Webber was 72 years of age, and had been in 
practice as an Incorporated Accountant in Bristol for nearly 
thirty years. He became a member of the Society in 1910, 
and was advanced to Felldwship in 1921. At last year’s 
annual meeting he was elected one of the Society’s Auditors. 
An active public career included valuable work on the 
Finance and Education Committees of Bristol City Council, 
to which he was elected in 1929, becoming an Alderman in 
1944. He held the office of Liabilities Adjustment Officer for 
the Bristol area, and was also a member of the Council of 
Bristol University. He was formerly Honorary Treasurer of 
the Bristol Unienist Association and Chairman of. Bristol 
South Conservative Association. 
The funeral took place at Holy Nativity Church, Knowle, 
Bristol, on February 28. Mr. F. Woolley, President of the 
i of Incorporated Accountants, was represented by 
Mr. I. P. G. Ray, F.S.A.A. : 
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